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Influence of Information Asymmetry on Microfinance Lending to Women in Oyo State, 
Nigeria: A Critical Examination 
Abstract 
Poverty is perhaps one of the most difficult challenges bedeviling the developing countries of the 
world today. Statistical evidences show that there has been a surge in poverty since 1960 in 
Nigeria. The level of poverty between 2004 and 2010, rose from 54.4%, to 69% and by 2011, 
relative poverty had risen to about 71.5% (National Bureau of Statistics NBS (2012). Poverty 
alleviation has been a rather herculean venture because the causes of poverty are ubiquitous and 
the solution to the problem would require a mix of interventions and programmes in an integrated 
manner. Microfinance was adopted by Nigeria as a tool for poverty alleviation after the worldwide 
acceptance of a Grameen Bank model. It targets poor women because they lack assets that can be 
used as collateral to obtain loans from commercial banks. However, because loan given is non 
collaterized, adequate information provides a social collateral, but the problem of information 
asymmetry between the banks and the clients is a major reason why the banks deny these women 
opportunity to access loans. Data collection was done through the use of well-structured 
questionnaires. A total of 50 questionnaires were distributed to the Managing Directors of the 50 
Microfinance Banks in Oyo State. A total of 39 Banks (78%) returned their questionnaire. 623 
women were randomly selected out of which 529 (85%) submitted filled questionnaire. This study 
adopted descriptive, correlation and regression statistical analysis. The descriptive analysis used 
includes frequency distributions, means and percentages between the identified variables. The 
correlation and regression analysis measure, explain and predict the linkage between the variables.  
Correlation and regression analysis were also used to test the hypothesis, answer the research 
questions and to determine the relationships among Information Asymmetry and Lending by 
Microfinance Banks to the Poor Women in Oyo State. The analysis of the hypothesis gave values 
(r = .606, N= 529, P<.01). Since r is close to 1, it means there is a relationship between the variables 
(Information Asymmetry and Lending by Microfinance Banks). The P value of .000 obtained 
indicates a true Alternative hypothesis. Hence, the Alternative hypothesis is accepted. This means 
that as banks’ information increases, lending by Microfinance banks also increases. This means 
that information asymmetry does exist between the Banks and the clients. Increased information 
disclosure has an incentive of reducing information search costs and promotes informed lending 
practice. Information sharing avails more information to the lenders which further reduces on the 
risks of information asymmetry. The findings of this study reveals that, wherever banks believe 
that they do not have sufficient information either in terms of quality and quantity, problems of 
moral hazard and adverse selection do occur. The bank either rationalize the funds they loan out, 
restrict the number of loans the clients can access, screen out some clients based on the quality and 
quantity of information they have. In the process, some prospective good clients can inadvertently 
be omitted while bad clients who possesses some information will be given the loans and they will 
eventually not repay.  
Keywords: Microfinance, Information Asymmetry, Poverty Alleviation, Microfinance lending, 
Poverty Level 
 
 
 
1.0 Introduction 
Poverty is a chronic problem being experienced by many countries of the world today. Its effect 
includes lack and deprivation of the basic necessities of life. In Nigeria, poverty has always existed 
ever before independence. In pre-colonial period, people exchange what they produced for what 
they needed through trade by barter. The ability to meet their basic needs was limited to the 
quantity of physical goods and services they can produce. Poverty has been a serious challenge to 
governments in Nigeria as successive governments have tried various methods, unsuccessfully, to 
cushion its effect. The oil boom of early 1973 to 1980 brought mixed blessings to Nigeria. It 
increased revenue of the government which translated to more infrastructural development, 
increase in wages especially in non-agricultural sectors and per capita income and change in 
consumption pattern from locally produced items to imported products. These had serious adverse 
consequences on the agricultural sector leading to a drastic fall in the contribution of agriculture 
to the Gross Domestic Product (GDP) thus, gradually, Nigeria became a net importer of food. 
Hence, when oil prices began to fall in the 1980s, the welfare system was affected, per capital 
income and private consumption dropped and real poverty manifested itself (Obisesan & Oyedele, 
2015). 
Poverty reduction becomes the most difficult challenge facing the developing countries of the 
world, Nigeria in particular, this is because the causes of poverty are ubiquitous and to solve the 
problem require a mix of interventions and programmes in an integrated manner. Statistical 
evidences show that poverty has been on the increase since 1960 in Nigeria. In 1960 the level of 
poverty was about 15%, by 1980, it increased to 28.0% and by 1985 it was 46.0%. Quoting the 
National Bureau of Statistics (2012), the level of poverty in Nigeria between 2004 and 2010, rose 
from 54.4%, to 69%. By 2011 relative poverty had risen to about 71.5% (National Bureau of 
Statistics NBS (2012).  
Generally, it is difficult for the poor to access funding from the conventional banks because of the 
stringent requirements and information they are expected to provide. They do not have assets that 
could qualify as guarantee or collateral as required by the bank, neither are they so well educated 
to keep proper records for the banks to access their eligibility for a loan. It is for this reasons that 
the Grameen Bank scheme operated by the Nobel laureate, Professor Muhammad Yunus in 
Bangladesh from 1976 emerged as a prototype for the World of Microfinance.  In order to enhance 
the flow of financial services to the poor, Nigeria along with other developing nations adopted 
microfinance as a tool for poverty reduction. Microfinance policy was released in the year 2005 
by the Central Bank of Nigeria, existing Community banks were converted to Microfinance banks 
and establishment of new Microfinance banks were encouraged by the government. The intention 
is for the banks to cater for the financial needs of the poor populace both in the rural and urban 
areas of the country by lending in small chunks to them (Awojobi, 2013). 
The Central Bank of Nigeria’s Microfinance Policy, Regulatory and Supervisory Framework for 
Nigeria (2005) submitted that microfinance is a “means of providing financial services to the 
poor, who are traditionally not served by the conventional financial institutions.” This lack 
makes it rather difficult for these set of people to attract any financial support from the formal 
financial sector in Nigeria as they are considered not to be trust worthy by the institutions in the 
financial sector. The institutions in the Nigerian financial sector therefore perceives huge risk in 
lending loans to these category of persons. Interestingly, despite the limitations of this group of 
people, the microfinance industry has been able to record better and incredible performances in 
repayment rate when compared to their peers in the conventional commercial banking sector. 
The high flyers in the formal financial sector are the commercial banks. This class of banks find 
themselves in a quagmire when attempting to provide financial services to the poor because the 
poor more often than not do not possess the collateral required, they have little or no credit history 
and they require small loans which is mostly below the minimum levels of banks.  
Women are a major force to reckon with in the informal economy of developing countries and 
their empowerment is one of the priorities of stakeholders the world over. The need for 
Microfinance in Nigeria is especially critical stemming from the fact that women hardly have 
access to loans in conventional banks because these women do not have collaterals unlike their 
male counterparts who by virtue of their jobs and involvement in various sectors of the economy 
are able to build enough physical assets that can be used as collateral.  
Information asymmetry refers to a uneven distribution of material information which could have 
a bearing on decision making by both parties to a loan agreement (Laiboni, 2012). Ordinarily, 
when an entrepreneur for instance approaches a bank with his or her business plan in hand, the 
bank should try to scrutinize the information provided by the person who wishes to obtain the loan 
to the best of their abilities before disbursing the loan. This notwithstanding, such entrepreneur 
will always have a better understanding of the prospective returns and risks of the business than 
the bank issuing the loan. Asymmetric information creates problems in the banking sector both 
before the transaction is closed (adverse selection) and after the transaction has been closed (moral 
hazard).  
Due to information asymmetry, lenders have a dilemma differentiating between good credit risks 
and bad credit risks and as a result usually demand a blanket premium over and above the existing 
rates so as to make up for the risk that can be possibly incurred from the inability to determine 
who indeed should be awarded the loans. Information asymmetry also has some moral implications 
because of the lender’s lack of knowledge about the borrower’s intended activities. Information 
asymmetry has the capability of stifling the chances people who genuinely wish to obtain loans 
from banks to execute laudable projects have at accessing such loans. This study therefore focused 
on a critical examination of Information Asymmetry between microfinance banks and Poor women 
in Oyo State, Nigeria. 
2.0 Theoretical Framework 
2.1 Psychological Theory of Microfinance 
Psychological theory of microfinance, as advocated by Muhammad Yunus (1998) promotes the 
idea of capitalism that is driven by social awareness. He posited that it is possible to develop 
capitalist enterprises that maximize profits subject to the interests of the customers. He opined that 
the current neo-classical theory of production is incomplete because it is founded on the 
assumption that individuals pursue business solely to maximize profit. This generalization cannot 
be true for every capitalist as there are some individuals who are concerned about the welfare of 
others as well. This can be said to be the difference between the professional money lending and 
microfinance as microfinance providers can be said to be “social consciousness driven people”. 
His theory argues that it is possible to develop capitalist enterprises that maximize private profits 
subject to the fair interests of their customers. 
2.2 Agency Theory 
Specifically, agency theory discusses a relationship between two parties in which one party (the 
principal) delegates work to another the (agent), who performs that work.  Agency theory attempts 
to describe this relationship using metaphor of a contract (Jenssen & Meckling, 1976). 
There are two obvious issues emanating from the contractual agreement between the parties 
involved that need to be resolved. 
i. The goals and objectives of the principal and agents are conflicting consistently. 
ii. The second issue is on risk bearing.  The principal and agent may not have the same attitudes 
to risk; therefore each may prefer different risks actions. 
Agency theory is principally concerned with the way and manner these problems can be resolved.  
Also agency theory shows the foundation of modern corporate governance issues upon which this 
study is based. 
2.3 Stakeholder Theory 
Stakeholder theory postulates that a stakeholder is ‘any group or individual who can affect or is 
affected by the achievement of the organization’s objectives’.  In other words, whoever is affected 
by success or failure of the enterprise is a stakeholder.  Unlike the agency theory, stakeholder 
theory demonstrated that there are chains of parties who are affected by the management decisions 
such as suppliers, employees and business partners. Majority of literature on stakeholder theory 
suggest that focusing on stakeholders, specifically treating them well and managing their interest, 
helps a firm create value along a number of dimensions and is therefore good for firm performance 
(Harrisons & Wicks, 2007). This study is making use of stakeholder approach and using financial 
parameters to measure performance as used in similar studies and relating it to microfinance 
stakeholders which include, The State, proponent of the organization, clients, entire population to 
mention a few. This study makes use of Psychological theory of Microfinance, Agency theory and 
Stakeholder theory.  The psychological theory establishes the fact that microfinance institution 
goes beyond it being just a financial institution, it combines both social and financial, and as such 
it is considered as a social business where making profit require also fairness to their customers. 
The agency theory is the parent theory which considers the relationship between contractors, 
Microfinance Banks and agents, the borrowers, each having divergent interests and each having 
different level of risk bearing. However, the parochial approach of agency theory, by concentrating 
on shareholders alone and neglecting other stakeholders makes this study to include stakeholders 
theory in consideration of other interested parties like, the owners of the microfinance banks, the 
State, National association of Microfinance Banks, guarantors of the borrowers and the community 
members.   
2.4 Empirical Review of the Impact of Asymmetric Information, Microfinance on Poverty 
Alleviation 
Various researchers have attempted to measure the impact of microfinance on poverty alleviation, 
these has thrown up debates among scholars. The results of the studies have been into two parts, 
some scholars admitted that microfinance have positive impact on poverty reduction, others denied 
the effectiveness of microfinance on poverty alleviation. Ahmed (2003) carried out his research in 
Pakistan with 80 micro-credit. He found out that after receiving micro loans there is a positive 
improvement in the economic status of the beneficiaries and the monthly household income also 
increased after utilizing the micro-credit. Hietalahti and Linden (2006) reported that unserved and 
excluded communities benefited greatly from microfinance. A research study conducted in 
Indonesia revealed that the borrowers’ annual increase in income exceeds that of non-borrowers 
in Indonesia. About 12.9% annual average rise in income from borrowers was observed while only 
a three percent rise was reported from the non-borrowers who were considered the control group 
(Remenyi & Quinones, 2000). 
Morduch (1998) concluded that microfinance effects are either non-existent or very small.  Mallick 
(2002) claimed that poverty levels did not decrease in Bangladesh, but Hossain (2002) refuted this 
claim and stated that microfinance success should not be ignored. Roodman & Morduch (2009) 
revisited the studies carried out in Bangladesh and they used Two-Stage Least-Squares (2SLS) 
regressions and discovered that lives of the borrowers after 30 years of microfinance did not 
improve.  
2.5 Results and Discussion 
2.5.1 Research Question 
To what extent does asymmetric information influence lending by microfinance banks to women 
in Oyo State? 
2.5.2 Research Hypothesis 
Ho: There is no significant relationship between information asymmetry and lending by 
microfinance Bank to poor women in Oyo State 
2.5.3 Data Collection Method 
There are two stages of data collection for this study. The stages involved data collection through 
the use of well-structured questionnaires. The responses were used to answer research questions 
and test relevant hypotheses. Structured questionnaire gives the respondent a number of alternative 
options from which he/she chooses the one closest to his/her view, or requires the respondent to 
fill in the actual figure(s) related to the question asked. The essence of the study was explained to 
the respondents through the loan officers so as to elicit the respondents’ sincere response. The 
second stage was information from the bank’s Managing Directors. 
A total of 50 questionnaires were distributed to the Managing Directors of the 50 Microfinance 
Banks in Oyo State. A total of 39 Banks returned their questionnaire. The 11 banks that did not 
submit their questionnaires were seen to be going through a period of recession, though the Central 
Banks have not revoked their licenses. This represents 78% of respondents in this regards. 623 
women were randomly selected as shown in the table 4 and out of which 529 submitted filled 
questionnaire. This represent 85% of respondents. The tables below show the Banks that submitted 
their questionnaire and the distribution of the women that responded. 
 
 
 
Table 1:  Distribution of Questionnaires by Banks 
S/N Name of Microfinance Bank 
No. of Banks 
Quest. 
administere
d 
No. 
Returne
d 
No of Clients 
Quest. 
Administere
d 
No. 
Returne
d 
% 
1 Caretaker Microfinance Bank Limited 1 1 16 16 100.00 
2 Excel Microfinance Bank Limited 1 1 38 36 94.74 
3 Ifedapo Microfinance Bank Limited 1 1 17 17 100.00 
4 Seedvest Microfinance Bank Limited 1 1 23 23 100.00 
5 Ajewole Microfinance Bank Limited 1  11   
6 Apex Trust Microfinance Bank Limited 1 1 23 23 100.00 
7 Awe Microfinance Bank Limited 1 1 16 16 100.00 
8 Ayete Microfinance Bank Limited 1 1 13 11 84.62 
9 Best Star Microfinance Bank Limited 1  9   
10 Civic Microfinance Bank Limited 1  11   
11 Crest Microfinance Bank Limited 1 1 21 21 100.00 
12 Custodian Microfinance Bank Limited 1 1 22 22 100.00 
13 Ebedi Microfinance Bank Limited 1 1 15 15 100.00 
14 Faith Microfinance Bank Limited 1  12   
15 First Index Microfinance Bank Limited 1  8   
16 Igangan Microfinance Bank Limited 1 1 17 16 94.12 
17 Igbo-Ora Microfinance Bank Limited 1 1 9 9 100.00 
18 Ikoyi-Ile Microfinance Bank Limited 1 1 12 12 100.00 
19 Ilora Microfinance Bank Limited 1 1 11 11 100.00 
20 Ipapo Microfinance Bank Limited 1 1 11 10 90.91 
21 Isale Oyo Microfinance Bank Limited 1 1 14 14 100.00 
22 Iwa Microfinance Bank Limited 1 1 9 9 100.00 
23 Kadupe Microfinance Bank Limited 1 1 5 5 100.00 
24 Kernel Microfinance Bank Limited 1 1 9 8 88.89 
25 Kisi Microfinance Bank Limited 1 1 8 8 100.00 
26 Kopo-Kope Microfinance Bank Limited 1  5   
27 Leadcity Microfinance Bank Limited 1 1 11 11 100.00 
28 MBA Microfinance Bank Limited 1 1 9 9 100.00 
29 Mainsail Microfinance Bank Limited 1 1 12 11 91.67 
30 Multivest Microfinance Bank Limited 1 1 19 17 89.47 
31 New Era Microfinance Bank Limited 1 1 13 13 100.00 
32 New Vision Microfinance Bank Limited 1 1 4 4 100.00 
33 
Nigerian Prisons Microfinance Bank 
Limited 
1 1 
19 
17 89.47 
34 
Oja Tesan Egbeda Microfinance Bank 
Limited 
1 1 
13 
13 100.00 
35 Oke-Oba Microfinance Bank Limited 1 1 9 9 100.00 
36 
Okebola NUT Microfinance Bank 
Limited 
1 1 
23 
23 100.00 
37 Ologbon Microfinance Bank Limited 1 1 8 8 100.00 
38 Olowolagba Microfinance Bank Limited 1 1 13 13 100.00 
39 Onibu-Ore Microfinance Bank Limited 1 1 6 6 100.00 
40 Orilonise Microfinance Bank Limited 1 1 7   
41 
Orita Basorun Microfinance Bank 
Limited 
1 1 
5 
5 100.00 
42 Osanta Microfinance Bank Limited 1  7 6 85.71 
43 Pace-Setter Microfinance Bank Limited 1 1 5 5 100.00 
44 Polybadan Microfinance Bank Limited 1 1 23 22 95.65 
45 Randalpha Microfinance Bank Limited 1  6   
46 Ranmilowo Microfinance Bank Limited 1  4   
47 Reality Microfinance Bank Limited 1  7   
48 Sal-Fol Microfinance Bank Limited 1 1 6 6 100.00 
49 Sepeteri Microfinance Bank Limited 1 1 10 10 100.00 
50 Unibadan Microfinance Bank Limited 1 1 19 19 100.00 
 Total 50 39    
      
2.5.4 Method of Data Analysis  
This study adopted descriptive, correlation and regression statistical analysis. The descriptive 
analysis used includes frequency distributions, means and percentages between the identified 
variables. The outputs of the analysis are presented in tables. The correlation and regression 
analysis measure, explain and predict the linkage between the variables.  These methods were also 
used to test the hypothesis, solve research questions and to determine the relationships among 
asymmetric information, microfinance lending and poverty alleviation.  The descriptive statistics 
examine the means and standard deviations of regression variables. The analytical tool used is the 
Statistical Product and Service Solutions (SPSS) software. 
2.5.5 Analysis of Hypothesis 
In this section, findings from the data analyses of the earlier stated hypothesis is presented. 
Ho: There will be no significant relationship between Information Asymmetry and 
Lending by Microfinance Banks to the Poor Women in Oyo State 
 
Table 2: Relationship between Information Asymmetry and Microfinance Lending 
Variable Mean Std. 
Dev. 
N    R P Remark  
Information Asymmetry  
 
Lending by Microfinance Banks 
51.0983 
 
10.0454 
5.6177 
 
2.7486 
 
529 
 
.606** 
 
.000 
 
Sig. 
 ** Sig. at .01 level, * Sig. at .05 level 
It is shown  in the above table that there was significant relationship between  Information 
Asymmetry and Lending by Microfinance Banks to the Poor Women in Oyo State (r = .606**, N= 
529, P<.01). The results shows that Banks’ Information Asymmetry did influence Lending by 
Microfinance Banks in the study. The Null hypothesis is therefore rejected. This means that as 
banks information increases, lending by Microfinance banks also increases. 
Increased information disclosure has an incentive of reducing information search costs and 
promotes informed lending practice. Information sharing avails more information to the lenders 
which further reduces on the risks of information asymmetry. In developed countries, credit 
bureaus collect information from various sources and provide such records to the banks as the 
credit score showing the repayment behaviors of clients thereby reducing information asymmetry 
so lenders are able to screen borrowers at a lower cost. As a result, lenders can make credit 
decisions faster and reduce risks, hence increasing lending. 
2.5.6 Analysis of Research Question 
Research Question 2: To what extent does asymmetric information influence lending  
by microfinance banks to women in Oyo State? 
 
Table 3:  Extent of Information Asymmetry on Microfinance Lending  
S/N Items Strongly 
Disagree 
Disagree Agree Strongly 
Agree 
Mean S.D 
1 The bank usually limits the 
loan amount borrowers can 
take 
- 3 
7.7% 
20 
51.3% 
16 
41.0% 
3.33 .62 
2 Borrowers screened to be 
good client eventually 
default 
1 
2.6% 
5 
12.8% 
26 
66.7% 
7 
17.9% 
3.00 .66 
3 Clients denied the 
opportunity to take a loan 
based on insufficient 
information 
2 
5.1% 
5 
12.8% 
25 
64.1% 
7 
17.9% 
2.95 .73 
4 Funds disbursed are applied 
for the purpose for which 
they were given 
1 
2.6% 
10 
25.6% 
25 
64.1% 
3 
7.7% 
2.76 .63 
5 Clients can only get another 
loan after repaying the 
existing loan 
19 
48.7% 
- 7 
17.9% 
13 
33.3% 
2.36 1.39 
6 Larger loans are provided 
based on successful 
repayments of previous loans 
19 
48.7% 
- 11 
28.2% 
9 
23.1% 
2.26 1.29 
7 Clients can assess more than 
one loan at a time 
 
10 
25.6% 
17 
43.6% 
12 
30.8% 
- 2.05 .76 
8 The bank always insist on 
collateral deposit before 
lending to borrowers 
17 
43.6% 
10 
25.6% 
8 
20.5% 
4 
10.3% 
1.55 1.48 
 
Table 3 shows that the banks reacted to information asymmetry by limiting the loan amount 
borrowers can take (mean = 3.33), give another loan only after repayment of existing loan (mean 
= 2.36) and larger loans are provided based on successful repayments of previous loans (mean 
=2.26). Few banks allow clients to assess more than one loan at a time (mean = 2.05) and insistence 
on provision of collateral before lending is the least considered (1.55). This is not surprising 
because microfinance lending is about giving loans without physical collateral as the target group 
are the poor who may have no form of collateral. 
3.0 Conclusion 
The advent of microfinance was as a result of the insensitivity of the conventional formal finance 
sector to the need of the largest population of Nigeria who are living below poverty line. The 
essence was to provide financial services to the overwhelming population of the poor and to assist 
in the drive to alleviate poverty. The microfinance movement has captured the imagination of 
academics, policymakers, and practitioners. It has demonstrated possibilities for lending to poor 
households and has transformed discussions on poverty alleviation to reality. Since 2005, Nigeria 
had seen significant advances in the provision of financial services to improve economic 
development and eradication of poverty through the provision of financial means to access credit, 
and start small businesses, with the potential to enhance community, local and national 
development. It has been proven that when microfinance is properly harnessed and supported, it  
can scale-up beyond the micro-level as a sustainable part of the process of economic empowerment 
by which the poor can lift themselves out of poverty.  
4.0 Implication of the Study 
The findings of this study indicate that Microfinance has succeeded in providing financial services 
to the poor women and it has enhanced their income, assisted them in meeting their basic financial 
needs. Perhaps the greatest contribution of microfinance is that it empowers people, by providing 
them with confidence, self-esteem, and the financial means to play a larger role in their household 
and the economy in general.  
The implication of this is that, wherever banks believe that they do not have sufficient information 
either in terms of quality and quantity, problems of moral hazard and adverse selection do occur. 
The bank either rationalize the funds they loan out, restrict the number of loans the clients can 
access, screen out some clients based on the quality and quantity of information they have. In the 
process, some prospective good clients can inadvertently be omitted while bad clients who 
possesses some information will be given the loans and they will eventually not repay. Most clients 
will also be given a flat amount as loan irrespective of need and the loan size increased gradually 
as each loan is fully repaid. The constant interaction with the banks during each level of repayment 
increases the credit information gathered on the clients which helps in increasing lending exposure.  
5.0 Recommendations 
This study recommends that the Nigerian government needs to develop and institute a national 
information database for all the citizens, in such a way that major information needs of the 
microfinance banks would have been generated from the information bank without them 
necessarily depending on the information supplied by the clients. 
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